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SUBJECT: The 2000 Public Subsidies, Public Benefits Act/ Taxpayers Request to FTB
Bus. Tax Expenditure Info & FTB Collect & Report to Legislature

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
X amended _ August 7, 2000

X FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED August 7, 2000, STILL APPLIES.
OTHER - See comments below.

SUMWARY CF BI LL

This bill would create the 2000 Public Subsidies, Public Benefits Act. It would
require certain legislative entities to review the econom c and enpl oynent i npact
of state business tax expenditures and all other public subsidies.

Further, it would require taxpayers to provide the Franchi se Tax Board (FTB)
specific informati on regardi ng the taxpayer's “business tax expenditures” (as
defi ned).

This analysis will address the bill only to the extent it inpacts the departnent.

SUMVARY COF AMENDMVENTS

The August 24, 2000, anendnents revised the review to be conpleted by the
Legi sl ative Analyst. The anmendnents provided that the Legislative Anal yst woul d
conplete reviews of the econom c and enpl oynment inpact of business tax

expendi tures sel ected annually through consultation with the chair of the finance
commttees. The sel ected business tax expenditures woul d be reviewed based on a
schedul e that woul d be keeping within Legislative Anal yst’s workl oad

consi derati ons.

The amendnents al so elimnated the Decenber 31, 2005, deadline for the
Legi sl ative Analyst to conplete the review of all business tax expenditures.

As a result of the elimnation of the Decenber 31, 2005, deadline, one of the
departnent’s inpl enentation considerations has been resolved. The renaining
i npl eent ati on consi derations are included bel ow

Except for the discussion of this analysis, the departnent’s analysis of the bil

as anmended August 7, 2000, still applies.
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Bill 1710 (Hayden)
d August 24, 2000

| MPLEMENTATI ON CONSI DERATI ONS

The definition of “business tax expenditure” under the bill includes
“credits, deductions, exenptions, exclusions, special tax rates, and ot her
preferences clainmed with respect to i ncone earned or taxes owed by a
taxpayer in the course of a trade or business." State tax |aw contains a
nunber of distinctions between types of taxpayers. For exanple, the m ni mum
franchise tax for certain corporations involved in gold or quicksilver
mning is $25, rather than $800. Limted liability conpanies are required
to pay an $800 annual tax and a fee, while limted liability partnerships
pay only an $800 annual tax. S corporations are not subject to the
alternative mnimumtax and pay a | ower franchise tax rate than ot her
corporations. Individuals are taxed at graduated rates ranging from1%to
9.3% Many organi zations, such as churches and nonprofit charities, are
exenpt fromtaxation, except in limted cases when nonprofit organizations
have unrel at ed busi ness taxable incone. Certain incone, such as interest on
federal obligations and state obligations, is exenpt fromincone tax.
Taxpayers engaged in a trade or business are allowed to deduct ordinary and
necessary busi ness expenses. It is unclear whether these and the nunerous
ot her aspects of the tax treatment of businesses woul d be consi dered

“busi ness tax expenditures” under the bill.

The bill requires taxpayers claimng any business tax expenditure to report
to the FTB the total nunmber of full-time equival ent enpl oyees in the state
on Decenmber 1. Wthout clarity concerning the neaning of “business tax
expendi ture,” inplenentation of the reporting requirenent woul d be
problematic. It is also unclear whether the departnment woul d be expected to
verify the accuracy of a taxpayer’s reporting of the nunber of full-tine
enpl oyees and, if so, how The Enpl oynent Devel opnent Departnment woul d be
the nore appropriate agency to keep records regardi ng the nunber of full-
time enployees. In addition, while taxpayers would be required to report
specific information to FTB, the bill provides no penalty if taxpayers fai
to conmply with the reporting requirenents.

The departnment would be required to provide information to Legislative

Anal yst on taxpayers that clai mbusiness tax expenditures regardi ng any
final citation or assessnment that resulted in a decision adverse to a
taxpayer for violating state | aws governing m ni rum wage and overtinme, child
| abor, occupational safety and health, or certain anmounts coll ected under

t he Unenpl oynment | nsurance Code. The departnment does not have access to any
of this information

POSI T1 ON

No Posi tion.

At its July 5, 2000, neeting, the Franchi se Tax Board agreed to take no position

on thi

s bill.



